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Please state your name and business address.

My name 1s Clay Murphy and my business address is 820 West Broadway, Louisville,
Kentucky.

What position do you currently hold at Louisville Gas and Electric Company

(“LG&E”)?

I am currently the Director — Gas Management, Planning, and Supply.

Have you previously filed testimony in this proceeding?

Yes. 1 filed direct testimony in this proceeding on December 29, 2003, on behalf of
LG&E.

Are there any corrections you wish to make to that testimony?

Yes. A typographical error appears at page 23, line 17. The word “over-deliveries”
should be “under-deliveries™.

What is the purpose of your testimony?

My testimony rebuts the direct testimony filed in this proceeding by Kentucky Industrial
Utility Consumers, Inc. (“KIUC”) witness Richard A. Baudino, by U.S. Department of
Defense (“DOD”) witness, Kenneth L. Kincel, and by Attorney General (“AG”) witness
David H. Brown Kinloch. More specifically, my rebuttal testimony addresses the
following issues: (1) the modification of the proposed cash-out mechanism under Rate FT
and Rate TS, (2) the shortening of the notice period for the issuance of an Operational
Flow Order (“OFO”) under Rate FT, and (3) the impact of increased distribution charges

on potential bypass customers,
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Has LG&E proposed changes to its transportation services?

While LG&E did not propose an increase in the distribution charges for transportation

service under Rate FT, LG&E has proposed to modify the balancing charges for

transportation services to prevent subsidies by sales customers to transportation

customers.

Specifically, LG&E has proposed to modify Rate FT by:

¢ decreasing the notice period for issuing an OFO from 24 hours to 18 hours; and

e changing the cash-out reference price for over- or under-deliveries while otherwise
retaiming the application of sliding scale cash-out percentages.

LG&E proposes to modify Rate TS by:

e changing the cash-out reference price for over-deliveries while otherwise retaining the

application of sliding scale cash-out percentages as it pertains to over-deliveries.

MODIFICATION OF CASH-OUT MECHANISM

What is the purpose of the cash-out mechanism?

The cash-out mechanism has more than one purpose. One purpose is to maintain system
reliability by encouraging end-use transportation customers (or their pool managers) to
deliver volumes of gas that are matched as closely as possible to metered usage. It is
particularly important for transportation customers (or their pool managers) to closely
match delivered volumes to metered usage because LG&E does not have balancing tools
such as storage or transportation services dedicated to serving transportation customers.

When transportation customers (or their pool managers) deliver volumes over or under
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their metered usage, the “as-available” balancing tools (storage, supply contracts, and
transportation services) that are in place to serve sales customers must be used to balance
these non-sales customers. This leads to another purpose of the cash-out mechanism
which is to ensure that sales customers are not bearing costs associated with providing
“as-available” balancing services to transportation customers.

Please describe the current cash-out reference price and its application to
transportation customers.

Under Rate FT monthly over- and under-deliveries are eliminated through the application
of the cash-out mechanism. Under the current cash-out mechanism, over-deliveries are
purchased by LG&E at a price based on the monthly average of the Gas Daily “Dominion
-- South Point” price. As the level of the over-delivery increases, the price paid to the
customer (or pool manager) for over-deliveries decreases based on a sliding scale.
Conversely, under-deliveries are sold by LG&E to transportation customers (or their pool
managers) at a price based on the monthly average of the Gas Daily “Dominion -- South
Point” price. As the level of the under-deliveries increases, the price paid by the
customer (or pool manager) for under-deliveries increases based on a sliding scale.

Under Rate TS, which is a standby sales rate, over-deliveries are also eliminated through
the application of a similar cash-out mechanism, with under-deliveries “cashed-out” at
the applicable standby sales price.

Please describe the proposed cash-out reference price.

Under LG&E’s proposal, the cash-out purchase price for over-deliveries will be the

lowest daily mid-point price posted in Gas Daily for “Dominion -- South Point” during
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the month. The cash-out sales price for under-deliveries will be the highest daily mid-
point price posted in Gas Daily for “Dominion -- South Point” during the month.

Why has LG&E proposed to change the cash-out reference price?

LG&E believes the current reference price is not adequate. Specifically, it does not deter
potential gaming of the cash-out mechanism and does not prevent subsidies between sales
and transportation customers. The use of the proposed cash-out reference price is
designed to provide a greater incentive for transportation customers and pool managers to
more closely match deliveries with usage. Customers and pool managers should be
discouraged from delivering quantities of gas that are not reflective of their requirements
and which ultimately increase costs to sales customers.

Does LG&E’s income change as a result of the proposed modification?

No. Any volumes purchased or sold under the cash-out mechanisms are reflected as gas
costs in LG&E’s Gas Supply Clause (“GSC”) filings.

Please elaborate on the statement you made in your testimony that gaming is often
difficult to detect and nearly impossible to prove conclusively.

Gaming can be difficult to detect and prove conclusively, but it is possible to detect
patterns of behavior by transportation customers and pool managers suggesting that
gaming is occurring. This is particularly the case for those customers served under Rate
FT and their pool managers because daily delivery and usage data is available to
determine these patterns of behavior.

In general, what “patterns of behavior” can be detected?

The daily delivered volumes of a Rate FT customer or a pool manager can be compared

to daily metered usage each month to determine patterns of behavior. For example, this
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daily data will indicate if a customer or pool manager is generally delivering a volume of
gas that is similar to its usage. This daily data will also indicate if a customer or pooi
manager is significantly over- or under- delivering gas for one or more days during the
month. Accumulating the daily data indicates whether or not there were over- or under-
delivertes resulting in large imbalance volumes at the end of the month, Further, a review
of actual patterns of over- or under- deliveries in the context of price movements in the
natural gas market during the month can assist in determining patterns of behavior. In
consequence, it appears that some customers (or their pool manager) observe the daily
price for natural gas and compare this to the average price under the cash-out mechanism
in order to adjust deliveries to LG&E in such a way that they will benefit through the
application of the cash-out mechanism. Such benefits are ultimately created at the
expense of sales customers.

Mr. Kincel on behalf of DOD testifies that LG&E has presented no evidence that
gaming exists or has ever been attempted. Can you provide specific examples of
behavior that has occurred that indicates imbalances are being created for the
purpose of gaming the cash-out mechanism?

Yes. There are two apparent potentially detrimental patterns of behavior. One pattern of
behavior occurs when the cash-out price for over-deliveries is less than the price to
purchase gas in the market. Under this scenario, the customer (or pool manager) tends to
under-deliver gas to LG&E rather than pay the higher market price because it can
purchase from LG&E the volume it under-delivered at a lower price through the cash-out

mechanism. The customer or pool manager benefits from lower costs, but at the expense
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of sales customers because the gas to balance the customer or pool manager was actually
acquired by LG&E during the higher market price period.

The opposite can also happen when the cash-out price for over-deliveries is greater than
the price to purchase gas in the market. Under this scenario, the customer (or pool
manager) tends to over-deliver gas to LG&E because it will receive more than it paid for
the gas through the cash-out mechanism. The customer or pool manager benefits from
this transaction, but at the expense of sales customers who end up paying more for such
gas than they otherwise would have.

Do these “patterns of behavior” exhibit themselves in every month?

Not necessarily. When prices do not change significantly during the month, in particular
if prices are not very different at the end of the month from the prices at the beginning of
the month, patterns of behavior either cannot be identified or fail to appear. That is
because there is no “incentive” to over- or under-deliver supplies during that month to
take advantage of the cash-out mechanism. It is also possible that the occurrence of
holidays or the issuance of an OFO during a month can decrease the ability of or the
incentive to a customer or pool manager to game the system.

Can you point to some months where the “patterns of behavior” that you have
discussed have occurred?

Yes, let’s look at March, April, July, and August of 2003. I have included a spreadsheet
as CM Rebuttal Exhibit 1 for each of these months showing the activity of a particular
pool manager. The first column shows the day of the month; the second column shows
the actual daily metered usage of all the pool members; the third column shows the daily

volumes delivered by the pool manager to LG&E; the fourth column shows the difference
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between the metered and delivered volumes; the fifth column shows the accumulated
difference between the metered and delivered volumes during the month. The sixth
column is the daily price posting for Gas Daily’s “Dominion -- South Point”, which is
used as the basis for the reference price under the current cash-out mechanism; the
seventh column is the running average of those daily postings over the course of the
month,

Please describe the pattern of behavior that occurred in March 2003,

During March 2003, a pool manager over-delivered by 80,708.5 Mcf, or by about 13.1%
of the 616,423.0 Mcf scheduled for delivery during that month. The cash-out price for
the month was $7.585, which is the average of the daily price postings for Gas Daily’s
“Dominion -- South Point” during the month. The daily price postings started the month
at $15.115 and ended the month at $5.530. Through the 14" of March the delivered
volumes and metered usage exhibit a random pattern of over- and under-delivery.
Beginning on the 15" day of March it appears as if a deliberate decision was undertaken
to begin over-delivering gas to LG&E, even though the pool was already in an over-
delivered position by about 4,600 Mcf. On the 15" day of March, the daily price posting
was $5.555, which was well below the running average price of $9.831 on that same day.
On the 15" day of March, and every day thereafter, this pool manager delivered gas to
LG&E’s system in excess of the metered usage of its pool members by between 2,300
Mef and 6,300 Mcf per day resulting in an over-delivery of 80,708.5 Mcf. This gas,
which the customer (or its pool manager) may have been buying for between $5.285 and
$5.700 was purchased from the pool manager by LG&E at a significantly higher price

through the cash-out mechanism. Under the first tier of the cash-out mechanism, LG&E
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paid $7.585 (100% of the reference price of $7.585) for 30,821.2 Mcf. Under the second
tier of the cash-out mechanism, LG&E paid $6.827 (90% of the reference price of
$7.585) for 30,821.2 Mcf. Under the third tier of the cash-out mechanism, LG&E paid
$6.068 (80% of the reference price of $7.585) for 19,066.1 Mcf.

Did the application of the various tiers of the cash-out mechanism provide adequate
incentive for this pool manager to minimize over-deliveries to LG&E?

No. In this month, the various tiers of the cash-out mechanism did not provide adequate
incentive for this pool manager to minimize over-deliveries to LG&E, contrary to the
assertion by Mr. Kincel in his testimony at page 22, lines 4 through 6 that it would.

Please explain the pattern of behavior that occurred in April 2003?

During April 2003, one pool manager under-delivered by 7,818.6 Mcf, or by about 1.7%
of the 450,519.0 Mecf it delivered during that month. The cash-out price for the month
was $5.798, which is the average of the daily price postings for Gas Daily’s “Dominion —
South Point” during the month. The daily price postings started the month at $5.670 and
ended the month at $5.510. Through the 24" of April the delivered volumes and metered
usage exhibit a random pattern of over- and under-delivery. Beginning on the 25" of
April it appears as if a deliberate decision was undertaken to begin under-delivering gas
to LG&E, even though the pool was already in an under-delivered position by about 900
Mcf. On Aprit 25" the daily price posting was $5.920, which was above the running
average price of $5.811 on that same day. On April 25" and for the next three days, this
pool manager under-delivered natural gas to LG&E’s system in quantities of between
1,400 Mcf and 2,500 Mcf per day resulting in an under-delivered volume of 7,818.6 Mcf.

If this pool manager had purchased this gas in the market it may have paid between
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$5.820 and $5.920. Instead, LG&E sold this gas to the pool manager under the first tier
of the cash-out mechanism for $5.798 (100% of the reference price of $5.798).

Please explain the pattern of behavior that occurred in July 2003?

During July 2003, a pool manager over-delivered by 25,409.4 Mcf, or by about 6.1% of
the 419,700.0 Mcf delivered during that month. The cash-out price for the month was
$5.318, which is the average of the daily postings for Gas Daily’s “Dominion — South
Point” during the month. The daily price postings started the month at $5.715 and ended
the month at $4.940. Through the 25" of July the delivered volumes and metered usage
exhibit a random pattern of over- and under-delivery. Beginning on the 26" of July it
appears as 1f a deliberate decision was undertaken to begin over-delivering gas to LG&E,
even though the pool was already in an over-delivered position by about 15,200 Mcf. On
the 26™ of July the daily price posting was $4.950, which was well below the nunning
average price of $5.389 on that same day. On the 26" of July and every day thereafter,
this pool manager delivered natural gas to LG&E’s system in excess of the pool
members’ usage by between 1,000 Mcf and 2,800 Mcf per day, resulting in an over
delivery of 25,409.4 Mcf. This gas, which the customer (or its pool manager) may have
been buying for between $4.940 and $4.965 was purchased from the pool manager by
LG&E at a higher price through the cash-out mechanism. Under the first tier of the cash-
out mechanism, LG&E purchased 20,985.0 Mcf for $5.318 (100% of the reference price
of $5.318). Under the second tier of the cash-out mechanism, LG&E purchased 4,424.4
Mecf for $4.786 (90% of the reference price of $5.318). In this case, the application of the

second tier of the cash-out mechanism proved an adequate incentive for this pool
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manager to minimize over-deliveries to LG&E above the first tier of the cash-out
mechanism.

Please explain the pattern of behavior that occurred in August 2003?

During August 2003, a pool manager over-delivered by 15,915.9 Mcf, or by about 4.1%
of the 390,344.0 Mcf delivered during that month. The cash-out price for the month was
$5.233, which is the average of the daily postings for Gas Daily’s “Dominion — South
Point” during the month. The daily price postings started the month at $4.840 and ended
the month at $5.085. Through the 28™ of August the delivered volumes and metered
usage exhibit a random pattern of over- and under-delivery. Beginning on the 29" of
August it appears as if a deliberate decision was undertaken to begin over-delivering gas
to LG&E, even though the pool was already in an over-delivered position by about 5,200
Mcf. On the 29™ of August, the daily price posting was $5.085, which was well below
the running average price of $5.244 on that same day. On the 29" of August and every
day thereafter, this pool manager delivered natural gas to LG&E’s system in excess of the
pool members’ usage by between 3,400 Mcf and 3,700 Mcf per day resuiting in an over
delivery of 15,915.9 Mcf. This gas, which the customer (or its pool manager) may have
been buying for $5.085 per Mcf was purchased by LG&E from the pool manager through
the cash-out mechanism at a higher price. Under the first tier of the cash-out mechanism,
LG&E purchased 15,915.9 Mcf for $5.233 (100% of the reference price of $5.233). In
this case, the application of the second tier of the cash-out mechanism proved an adequate
incentive for this pool manager to avoid over-deliveries to LG&E above the first tier of

the cash-out mechanism.
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Do you conclude that a “pattern of behavior” can be encouraged by the current
cash-out mechanism?

Yes. The examples discussed herein indicate that the current cash-out mechanism may
not adequately discourage patterns of behavior that can dimmish system reliability and
increase costs to sales customers. It appears that the cash-out price encouraged a pool
manager in each of these examples to engage in a pattern of behavior in four of the twelve
months of the test year. This pattern of behavior resulted in cither more or less gas being
delivered into LG&E’s system than was necessary in order to meet the actual
requirements of the transportation customers in the pool. This pattern of behavior caused
sales customers to incur higher gas costs than might have otherwise been the case absent
such behavior. Additionally, because LG&E does not have firm balancing tools at its
disposal to serve these customers, balancing tools that are in place to serve sales
customers must be used to serve transportation customers. Without an appropriate
matching of metered usage and deliveries, system reliability can be diminished.

Can the potential for the “patterns of behavior” described herein be mitigated by
modifying the current reference price currently incorporated in the cash-out
mechanism?

Yes. Therefore, LG&E is requesting a change to the reference price incorporated in the
current cash-out mechanism for both Rate TS and Rate FT, such that the cash-out
purchase price for over-deliveries under Rate FT and Rate TS will be the lowest daily
mid-point price posted in Gas Daily for Dominion -- South Point during the month. Ifa
customer or pool manager has to cash-out over-deliveries at the lowest datly mid-point

price, it will be encouraged to mitigate over-deliveries. The cash-out sales price for

11
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under-deliveries under Rate FT will be the highest daily mid-point price posted in Gas
Daily for “Dominion -- South Point” during the month. If a customer or pool manager
has to cash-out under-deliveries at the highest daily mid-point price, it will be encouraged
to mitigate under-deliveries. LG&E’s proposed change to the cash-out mechanism is
intended to protect sales customers from potential “gaming” by ensuring that
transportation customers (or their pool managers) do not impose costs on the system that
are shifted to sales customers.

May subsequent changes be required to the cash-out mechanism?

LG&E will continue to monitor activity under its cash-out mechanism in order to ensure
that these kinds of activity are minimized and will offer further modifications for

Commission approval should these kinds of patterns of behavior continue.

MODIFICATION OF NOTICE PERIOD FOR OPERATIONAL FLLOW ORDERS

What is an OFO?

An OFO is an Operational Flow Order. In certain circumstances, the mismatch (or
imbalance) between the deliveries and usage by a Rate FT customer can jeopardize
LG&E’s system reliability. Through an OFO, LG&E can direct a Rate FT customer to
either (1) deliver to LG&E at least as much gas as it is using (typically in a potential
under-supply situation), or (2) use at least as much gas as it 1s delivering to LG&E
(typically in a potential over-supply situation). The current OFO notice period is twenty-
four (24) hours. If a customer fails to comply with the OFO directive, it is financially

penalized in addition to any other action which LG&E may be required to take (e.g.,

12
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physically isolating and curtailing the customer if necessary to preserve system integrity).
The OFO charge is equal to $15.00 per Mcf plus the md-point price posted in Gas Daily
for “Dominion -- South Point” on the day for which the OFO was violated. All penalty
revenues collected through the OFO provision are returned to sales customers through the
Gas Supply Clause.

Does LG&E continue to support the shortening of the OFO notice period from 24 to
18 hours?

Yes. As I explained in my direct testimony, LG&E is proposing to shorten the OFO
notice period from 24 to 18 hours in order to reflect regulatory changes in the gas
industry, and to increase its flexibility in issuing such OFOs when conditions exist that
may cause supply disruptions. When the 24-hour notice period was first introduced in
1995, the nomination requirements of interstate pipelines were not as flexible as they are
now. At that time, it was necessary to provide customers with 24-hour notice so that they
could modify the volume they were delivering to LG&E on the interstate pipeline within
the interstate pipeline’s notice periods. With the implementation of certain changes by
the Federal Energy Regulatory Commission (“FERC”), shorter and more frequent “intra-
day” nomination notice periods are now available to transporters, such as LG&E’s
transportation customers, to modify the volumes to be transported. As such, LG&E
proposes to reduce the OFO notice period to 18-hours in order to allow it more flexibility
to respond to conditions that may threaten system reliability.

Does LG&E’s income change as a result of shortening the OFO notice period?

No. Any revenues generated from the application of the OFQ are credited to the gas

supply costs of sales customers throngh the (“GSC”).
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Mr. Kincel as witness for the Department of Defense contends that “[i]t is just too
easy to miss a key employee this late in the aftermoon.” Should transportation
customers be concerned about the 18-hour notice period?

The purpose of these changes is not to inconvenience customers but to ensure that
appropriate levels of reliability are maintained and that appropriate safeguards and cost
responsibilities are maintained.

Gas flows around the clock; LG&E has employees available to manage gas flows, and
they are accessible via pager and other electronic devices. Customers who are in the
business of purchasing their own gas supplies should likewise expect to maintain the
availability of responsible personnel. Customers subject to OFQs are requested to
maintain on file with LG&E an around-the-clock contact. Customers are encouraged to
update that information as necessary with LG&E’s Gas Supply Department. Some
customers do not want to manage their gas requirements and appoint an agent to do so;
these agents also typically maintain around-the-clock availability for the delivery of OFQ
notices and other emergency communications. Similarly, some customers are in pools
and are served by pool managers. These pool managers also typically maintain around-
the-clock availability through pagers and other emergency communication methods for
the delivery of OFO notices and other emergency communications.

Is Mr. Kincel’s testimony with regard to the timeline for issuing OFOs correct?
While it is a minor point, the timeline discussed by Mr. Kincel in his testimony on page
21, lines 14 through 16, is correct for Central Clock Time. However, LG&E operates on

Eastern Clock Time.
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Mr. Kincel has stated that shortening the OFQ period will cause the balancing costs
of Fort Knox to increase. Do you agree?

As with the current OFO notice period, Fort Knox will only experience OFO charges if it
does not comply with the OFO. It is impossible for LG&E to predict whether or not Fort
Knox will be more or less likely to comply with an OFOQ if the notice period is changed.
However, as mentioned above, customers who purchase their own gas (or their agents or
pool managers) should be in a position to make delivery changes (within pipeline tariff
requirements) around the clock.

Mr. Baudino in his Rate FT Tariff Issues testimony at page 17, lines 20 through 22
states that: “[t]he introduction of intra-day nomination change on the interstate
pipelines does not have a direct connection to shortening the OFO notice period that
I can see”. Do you agree?

No, the two events are related. Clearly, if the interstate pipeline was unable to accept
nominations and schedule changes in gas flow on an intra-day basis, it would be
unreasonable for LG&E to expect customers served under Rate FT to comply with a
notice period less than 24 hours. Since Rate FT was first established in 1995, the
interstate pipeline industry has more or less codified the availability of intra-day
nomination as I explained in LG&E’s response to Question No. 4 of the First Data
Request of the KIUC Dated February 3, 2004. Indeed, several customers (or their pool
managers) have already availed themselves of intra-day nomination capabilities. During
the 12 months ended September 30, 2003, LG&E received and was able to accept over 50

intra-day nominations.
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Are there benefits to a shorter OFO notice period?

Yes, there are benefits to both transportation and sales customers. Having a shorter
notice period will allow LG&E more time to evaluate the situation which is causing it to
consider issuing an OFO and collect more facts prior to issuing the OFO. This shorter
notice period may allow LG&E to avoid issuing some OFOs because it will have more
time to determine if the condition prompting the OFO will be delayed or not materialize.
For example, an extra six hours may be critical in determining whether the path of a
hurricane in the Gulf of Mexico is likely to cause supply disruptions. Likewise, in the
event of an unexpected supply disruption, LG&E will have the ability to issue an OFQ in
a shorter time frame in an effort to balance its system and maintain system reliability. All
things equal, LG&E will tend to issue more OFOs rather than fewer if it is required to
anticipate potential supply disruptions on a 24-hour rather than 18-hour basis. The issue
is not whether “the current notice period contributed to situations that threatened
reliability”, but whether the proposed OFO time frame can enhance reliability and
improve service to both sales and transportation customers alike.

May subsequent changes be required to the OFO mechanism?

LG&E will continue to monitor activity on its system and offer modifications for

Commission approval in order to maintain or enhance system reliability.
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III.

IMPACT ON POTENTIAL BYPASS CUSTOMERS

Mr. Brown Kinloch in his testimony at page 11, lines 20 through 23, apparently
recommends an increase of over 30% to natural gas transportation customers
served under special contracts with LG&E. Does this recommendation concern
LG&E?
Yes. Mr. Brown Kinloch states:

Unfortunately, at a 6.42% increase the Special Contract customers still

are not covering the costs to serve them. This class requires a 32.95%

increase just to cover the cost to serve them. Even with this proposed

increase, this class is only covering its costs and is making no

contribution to fixed costs.
Mr. Seelye in Section IX of his Rebuttal Testimony (*“Allocation of Gas Rate Increase”)
discusses the contribution that these customers are making to fixed costs.
Were you involved in the negotiation of LG&E’s current special contracts for
natural gas customers?
Yes. I was involved in the negotiation of each of the special contracts with Ford Motor,
Fort Knox, and duPont.
Do you believe that Ford Motor would by-pass LG&E if its distribution charges are
increased as a result of this proceeding?
Yes, both Ford Motor facilities are readily accessible to Texas Gas. During the course of
contract negotiations, Ford Motor shared with LG&E its cost estimates for the required

facilities to bypass LG&E and seek direct pipeline service. LG&EF verified the accuracy

of those estimates. During the course of those negotiations, Ford Motor began the
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process of securing right-of-way to build the line from Texas Gas to the respective plants.
Ford also had contacted Texas Gas for the purpose of securing a tie-in. Additionally,
Ford has bypassed local distribution companies in other jurisdictions, and LG&E believes
it very capable of doing so in Louisville. All these things convinced LG&E that Ford was
very serious and quite capable of physically bypassing LG&E.

Indeed, LG&E’s submission to this Commission for its approval of the special contract
included an affidavit of the Ford Motor Company which states, “Absent an acceptable
special contract with LG&E for both Ford Kentucky Truck Plant (‘KTP’) and Ford
Louisville Assembly (‘LAP’), FORD will bypass LG&E’s transportation service and
acquire transportation service directly from an interstate pipeline for both KTP and LAP”.
Before negotiations between LG&E and Ford Motor were concluded in 2000, Ford Motor
became aware that LG&E had filed a notice for an increase in base rates before this
Commission, although LG&E had not proposed an increase in the base rates of Ford

Motor.
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It is LG&E’s belief that if Ford’s distribution charges are increased, Ford Motor will
exercise its early termination option, build the bypass pipeline, and become served
directly by Texas Gas. The contribution which Ford is making to the fixed costs incurred
by LG&E is better than no contribution. LG&E believes that Ford’s special contract
allows it to continue to contribute to those fixed costs.
Returning momentarily to Mr. Kincel’s testimony on behalf of the Department of
Defense (Fort Knox), are there any statements in Mr. Kincel’s testimony that you
would like to address?
Yes. At page 4 (lines 7 through 9) of his testimony, Mr. Kincel makes a number of
statements. Specifically:

Regarding natural gas, LG&E receives its gas from the Texas Gas

Transmission System (TGT) at a connection located on the Fort Knox

reservation itself. This means that Fort Knox could potentially by-pass

LG&E completely by connecting its own distribution system to TGT

without leaving the base. Instead, TGT’s 26 inch transmission pipeline

connects with two LG&E 8 inch high pressure pipelines, which then

travel about 3 miles, all on the Fort Knox reservation, to deliver gas to

Fort’s Knox’s own distribution system....One of the 8 inch high pressure

pipelines of LG&E continues off the base to service other nearby

customers. Fort Knox also has on its reservation the Muldraugh natural

gas storage ficld, which is leased to LG&E, and is used to provide

storage for Fort Knox and other customers.
Portions of this statement are inaccurate. LG&E receives gas from Texas Gas
Transmission, LLC (“Texas Gas”) at ten different city-gate stations, one of which is
located on the Fort Knox Military Reservation. Texas Gas owns and operates two 26-
inch lines and one 30-inch line in the area, which pass through the Fort Knox Military

Reservation. These lines are located just over 4 miles from the two points where LG&E

currently delivers gas to Fort Knox. LG&E does serve Fort Knox at two different stations
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using two 8-inch lines, but neither is directly connected to Texas Gas. Instead, these two
8-inch lines are fed from LG&E’s transmission facilities near Fort Knox.

What about Mr. Kincel’s concluding statement regarding the Muldraugh storage
facility?

LG&E converted its mineral rights acquired in about 1929 to storage field leases in 1930
and 1931 and began operating the Muldraugh storage field in 1931, about 10 years prior
to the acquisition of that land in an expansion of the Fort Knox Military Reservation.
LG&E’s Muldraugh storage field is located under the Fort Knox Military Reservation and
is leased pursuant to a separate arrangement with the Bureau of Land Management, an
agency within the U.S. Department of the Interior.

Furthermore, Fort Knox receives no storage service from LG&E. Pursuant to the Special
Contract for Gas Transportation Service dated February 23, 1995, and approved by the
Commission, the last sentence of Paragraph 1 of the Special Terms and Conditions states
“Company [LG&E] will not be obligated to utilize its underground storage capacity for
purposes of this service.” This is the same condition incorporated in Paragraph 2 of the
Special Terms and Conditions of Rate FT.

If Fort Knox (or indeed any other transportation customer) received storage service from
LG&E, transportation distribution charges would be higher than they currently are in
order to reflect the fact that some portion of those facilities would have been dedicated to
their use. As it is, transportation customers (including Fort Knox) do not have any
storage entitlements or receive any services from LG&E from either the Muldraugh

storage facility or any of LG&E’s other four storage facilities.
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Returning again to Mr, Brown Kinloch’s testimony, do you believe that Fort Knox
would by-pass LG&E if its distribution charges are increased as a result of this
proceeding?

The contract currently in place was designed to alleviate the need for Fort Knox to seek
service directly from Texas Gas. The current contract requires that Fort Knox may
terminate service effective November 1 of each year by providing notice of termination to
LG&E by the April 30 preceding. LG&E has been aware, and the Department of Defense
(“DOD”) has confirmed that Fort Knox is a potential bypass candidate. Like Ford Motor,
Fort Knox is well situated to take advantage of its proximity to Texas Gas’s interstate
pipeline facilities. Increasing LG&E’s distribution charges to Fort Knox only increases
the feasibility of such bypass projects by creating the opportunity to achieve greater
savings as a result of direct bypass. As a result, increasing distribution charges to Fort
Knox increases the risk that Fort Knox may exercise its contract termination option.

It is LG&E’s belief that if Fort Knox’s distribution charges are increased, Fort Knox will
exercise its termination option, build the bypass pipeline, and become served directly by
Texas Gas. The contribution which Fort Knox is making to the fixed costs incurred by
LG&E is better than no contribution. LG&E believes that Fort Knox’s special contract
allows 1t to continue to contribute to those fixed costs.

In the absence of a special contract, do you believe that duPont would have switched
from burning coal to burning natural gas?

It is my understanding that LG&E entered into the special contract with duPont in order
to secure incremental natural gas system throughput. It is also my understanding that

duPont had indicated to LG&E that it was evaluating options for the replacement of its
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aging coal boilers. LG&E proposed the cost-based distribution charges with demand and
commodity elements under which duPont is now served. The duPont distribution charges
include a full apportionment of the same cost components as are contained in Rates G-7
and FT even though LG&E was able to serve this additional load with very little
incremental investment. This demand/commodity rate allows duPont to achieve a lower
average transportation charge per Mcf because its load factor is higher than that of the
Rate FT class as a whole. Should that load factor deteriorate, duPont will be at risk for a
potentially higher average rate per Mecf,

Another factor considered in providing a special contract rate to duPont 1s the proximity
of duPont to transportation alternatives, specifically a line which is interconnected with
Texas Gas and is owned by Indiana Utilities. This facility operates in the vicinity of the
Rubbertown area in which duPont is located.

It is LG&E’s belief that any increase in the transportation charges to duPont could have
an adverse affect on the competitiveness of natural gas as a fuel for duPont and on LG&E
as a transporter of that natural gas. As such, an increase in the distribution charges under
which LG&E serves duPont may make other fuel alternatives more competitive relative
to natural gas combined with LG&E’s natural gas ftransportation service. The
contribution which duPont is making to the fixed costs incurred by LG&E is better than
no contribution. LG&E believes that duPont’s special contract allows it to continue to

contribute to those fixed costs.
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SUMMARY

How would you summarize your testimony?

LG&E believes that both of the tariff changes supported herein by LG&E will enable it to
continue to provide reliable gas service to both transportation and sales customers and
will also help to ensure that costs imposed by one class of customers are not bomne by
other classes. Clearly, if the Commission fails to approve either one or both of these
modifications, it will likely be sales customers that suffer any adverse consequences.
Furthermore, LG&E believes that increasing the distribution charges of potential bypass
customers will cause them to leave the system, with the result that distribution charges
will ultimately increase for remaining customers.

Does this conclude your testimony?

Yes, it does.
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VERIFICATION

COMMONWEALTH OF KENTUCKY )
COUNTY OF JEFFERSON ; o

The undersigned, Clay Murphy, being duly sworn, deposes and says he is the Director
of Gas Management, Planning, and Supply for Louisville Gas and Electric Company, that he has

personal knowledge of the matters set forth in the foregoing testimony, and the answers

contained therein are true and correct to the best of his information, knowledge and belief’

,/// WM

CLAY M/URPHY

Subscrlbed and sworn to before me, a Notary Public in and before sald County and State,

thiS(?? ) day of April 2004,
%M//}? T

Notary Publl

My Commission Expires:
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CM Rebuttal Exhibit 1

Page 1 of 4
LOUISVILLE GAS AND ELECTRIC COMPANY
March 2003
M ___2) _3) (4) (5)

Day L TV KHHare i
1 17,065.8 18,435.0 {1,368.2) (1 369 2) 315115 $15.115
2 19,4186.1 18,355.0 1,061.1 (308.1) $15.115 §15.115
3 20,116.5 20,070.0 46.5 (261.6) $15.115 $15.115
4 18,977.9 20,070.0 (1,092.1) {1,353.7) $10.650 $13.999
5 18,893.4 20,517.0 (623.6) {1,977.3) $9.530 $13.105
6 21,067 .4 20,517.0 550.4 {1,426.8) $11.380 $12819
7 18,696.8 20,465.0 {1,768.2) (3,185.1) $9.700 $%$12.374
8 16,250.5 18,443.0 (2,192.5) (5,387.6) $8.950 $11.9486
9 19,796.4 18,363.0 1,433.4 (3,954.2) $8.950 $11.613
10 23,2226 20,078.0 314486 (809.6) $8.950 $11.347
11 20,119.5 20,078.0 41.5 (768.1) $8.465 $11.085
12 18,378.0 20,070.0 (1,692.0) {2,460.1) $6.965 $10.741
13 18,904.8 20,070.0 (1,165.2) (3,625.3} $6.560 $10.420
14 19,028.6 20,018.0 (990 4) £4,615.7) $6.460 $10 137

i dminiel™ v’ ot

535,714.5 5164230 - (80-708.5) $7.585

Percent Under- (Over-} Delivered :
{Col. 4./ Col. 3) -13.1%



LOUISVILLE GAS AND ELECTRIC COMPANY

April 2003

N

CM Rebuttal Exhibit 1
Page 2 of 4

Day Isage 20 :

1 15,879.9 15,739.0 240.9 2409

2 15,837.9 15,776.0 61.9 302.8 .

3 14,953.3 15,801.0 (847.7) (544.9) $5.400 $5.510

4 14,0593 15,632.0 (1,572.7) (2,117.6) $5.410 $5.485

5 13,049.2 14,140.0 {1,090.8) (3,208.4) $5.505 $5.489

6 13,868.4 13,715.0 153.4 {3,055.0) $5.505 $5.492

7 17,622.8 15,805.0 1,817.8 (1,237.2) $5.505 $5.494

8 19,1414 15,775.0 3,366 4 21292 $5.780. $5.529

9 20,339.0 15,776.0 4.563.0 6,692.2 $6.100 $5.593
10 19,332.6 15,801.0 3,5316 10,223.8 $5.910 $5.625
11 14,9223 15,632.0 (709.7) 9,514.1 $5.820 $5.642
12 11,603.0 14,1400 (2,537.0) 6,977.1 $5.755 $5.652
13 13,567 .4 13,715.0 (147.6) 6,829.5 $5.755 $5.660
14 14,331.2 15,805.0 (1.473.8) 5,3585.7 $5.755 $5.666
15 14,602.1 15,775.0 {1,172.9) 41828 $5.640 $5.665
16 15,395.9 15,776.0 {380.1) 3,802.7 $6.040 $5.688
17 16,0623 15,801.0 261.3 4,064.0 $6.290 $5.724
18 12,9047 15,632.0 {2,727.3) 1,336.7 $5.970 $5.737
19 10,362.9 14,1400 (3,777.1) (2,440.4) $5.970 $5.749
20 11,1482 13,715.0 {(2,566.8) (5,007.2) $5.970 $5.761
21 15,196.8 15,805.0 (608.2) (5,615.4) $5.970 $5.770
22 16,7316 15,775.0 956.6 (4,658.8) $6.005 $5.781
23 17,6943 15,776.0 1,918.3 (2,740.5) $6.080 $5.794

N
S

£.6:
15,695.3
30 14,4916

458,337 6

lif}:i&.o

863.0

14,3110
16,751.0
450,518.0

Percent Under- (Over-) Delivered
(Col. 4./ Col. 3)

"1,384.3
(2,259.4)
7,8186

1.7%

7,818.6 55:510 $5.798
$5.798



LOUISVILLE GAS AND ELECTRIC GOMPANY

July 2003

(1)

—{2)

(4)

(S)

Day} Usage Himes
1 14,056.3 14,230.0
2 13,0630 14,180.0
3 11,2124 14,185.0
4 9,634.6 11,426.0
5 7,627.1 11,480.0
6 10,619.1 12,132.0
7 12,414.8 14,201.0
8 13,588.8 14,140.0
9 13,188.3 13,204.0
10 15,467.5 13,220.0
11 14,2350 13,1430
12 12,873.5 11,286.0
13 12,620.4 11,635.0
14 14,831.3 12,732.0
15 14,633.6 17,061.0
16 13,827 .4 17,100.0
17 12,9408 14,189.0
18 12,001.7 14,113.0
19 10,575.4 12,632.0
20 11,032.9 13,099.0
21 13,438.7 14,195.0
2 14,7189 14,135.0
23 14,838.4 13,198.0
24 13,5857 13,214.0
25 15,092.9 13,138.0

(173.7)
(1,117.0)
(2,982.6)
(1,791.4)
(3,852.9)
(1,512.9)
(1,786.1)

(651.2)

(15.7)
2,247.5
1,082.0
1,587.5

985.4
2,099.3
(2,427.4)
(3,272.6)
(1,248.2)
(2,111.3)
{2,056.6)
(2,066.1)
(756.3)
583.9
1,640.4
371.7

(173.7)
(1,290.7)
(4,273.3)
(6,064.7)
(9,917.6)

(11,430.5)

(13,216.6)

(13,767.8)

(13,783.5)

(11,536.0)

(10,444.0)
(8,856.5)
(7.871.1)
(6.771.8)
(8,199.2)

(11,471.8)

(12,720.0)

(14,831.3)

(16,887.9)

(18,954.0)

(19,710.3)

(19,126.4)

(17,486.0)

(17,114.3)

(15,159.4)

CM Rebuttal Exhibit 1
Page 3 of 4

3642606

~~419.700.0

Percent Under- (Over-) Delivered
(Col. 4./ Col. 3)

(25,409.4)

6.1%




CM Rebuttal Exhibit 1
Page 4 0f 4

LOUISVILLE GAS AND ELECTRIC COMPANY

August 2002

) ) O (5)

——
-—
—

Day Lt foRImnes IV are: ]
1 11,2161 13,236.0 (2,019.9) (2,019.9)
2 93229 11,995.0 (2,672.1) (4,692.0)
3 92287 12,761.0 (3,532.3) (8,224.3)
4 12,2566 13,114.0 (857.4) (9,081.7)
5 12,9535 13,086.0 (132.5) (9,214.2)
6 127157 13,163.0 (447.3) (9,661.5)
7 13,8294 13,185.0 644.4 (9,017.1)
8 13,3493 13,143.0 206.3 (8,810.8)
9 10,1244 10,044.0 80.4 (8,730.4)
10 12,021.9 10,810.0 1,211.9 (7,518.5)
11 145126 11,163.0 3,349.6 (4,168.9)
12 13,456.4 13,086.0 370.4 (3,798.5)
13 12,2922 12,187.0 105.2 (3,693.3)
14 13,597.8 12,698.0 899.8 (2,793.5)
15 12,868.4 12,656.0 212.4 (2,581.1)
16 132117 11,995.0 1,216.7 (1,364.4)
17 12,0998 12,761.0 (661.2) (2,025.6)
18 13,096.0 13,114.0 {18.0) (2,043.6)
19  13,337.8 12,598.0 739.8 (1,303.8)
20 12,8519 13,163.0 (311.1) (1,614.9)
21 12,1700 13,185.0 (1,015.0) (2,629.9)
22 11,8709 13,143.0 (1,272.1) (3,902.0)
23 10,596.0 11,166.0 (570.0) (4.472.0)
24 11,4521 11,932.0 (479.9) (4,951.9)
25 13,9530 12,285.0 1,668.0 (3,283.9)
26 13,4063 13,086.0 320.3 {2,963.6)
27 12,4802 13,163.0 (682.8) (3,646.4)
28 119826 ' 13,502.0 (1,519.4) (5,165.8)
FeoT woea B & :
78
3744281 3003440 (15,915.9)

Percent Under- (Over-) Delivered
(Col. 4./ Col. 3) -4.1%



